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The Bureau can increase the congressionally
authornized cost cetling on construction proy-
ects to recogmize mflation. GAO estimated
that this inflation increase amounted to $1.4
bititon for 1974,

GAO noied that the Bureau'’s procedures and
practices need to be mmproved and rec-
ommends changes so that tne Congress can
rely on the information provided in budget
justifications.
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The Honorable William §. Moorhead
Chairman, Conservation, Encrgy, and ' ..«
Hatural Resourccee Subcommittee ’
- Committee on Government Operations
llouse ol Representatives

Dear #r. Chairman:

Pursuant to the Lecember 12, 1474, rccuest from the

ol - ; . , s :
former Chairman of your Subceinittee andg our subccavcnt dis-
cussions with your office, we arc reporting on the Luredc of

| Reclamation's procceuwures and practices fcr increacing ta .

e

authorized cost ceiling on scleceed brojoects,  We Love 7)o
evaluatea the actions taken by the vurceu iIn respenie te
rececmmenaations in our earlicce rewort ontitlecd “Conorercs
Necds more Information on Flang for Conctiveting the Sorriann
Diversion Unit in dorth Lokote” (B-1U45/74, dated dovepher o,
1v74).

Wwe discusced our findinags and conclusions with Eurec
keclamation officials, but as your office rcauested, we ¢
not obtain writtern colmentc from the Burecau or from the
Department of the Interior.

u of
10

we invite ycur attention to the fact thet this rerort
- contains recommchndations Lo the Sccrctary of the Interior
- which are set forth on pagcs 11, 12, 18, zt, and 29. As
you know, section 236 of the Ledisletive peorganization
Act of 1v70 reauircs the hecau of a Federal agency to subnit
4 written statcewment on action: he has taken on our recoli~-
mendetions to tne licuse and Scnate Committees cn Governnent
Opecrations not leter than 00 dayc after the date of the
report and to thec licuse and Senzte Connvittees on Arnro-
priations with the agency's first recucest for approrriastions
mede more than 60 deys atter the date of the report. e
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understand that you will distribute copics of thn report
to the Sccretary and the four committees for the purpose
of setting in motion the requirements of section 236,

Sincgegly yours,

felfe

onptidller “Goneral
of the United States
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CONSLRVATION, EWERGY, AND FOR COMPUTING AUTHURIZLLD
NATURAL RESOURCES COST CEILINGS AND FROJECT
COMMITTEE ON GOVERNMENT COST ESTINMATLCS NEED
OPERATICNS IMPROVEMENT

ilQUSE CF RULPRESEHTATIVES Department of the Interior
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P

Legislation for a DBureau of Reclamation

construction project usually establishes the
maximum funds authorized to be approprizted
for the project without additional justifi-
cation to and authorization by the Cocnaress.

However, such legislation usually contains

a provision allowing the Bureau to increase
the establishea authcrized cost for ordinary
fluctuations in construction costs so that
the original congressional avthorization
remains unchanged by inftletion.

GAQ cstimates that tnis provision resulted
in 2 $1.4 billion 1i~creacse in concressional
autnorization for 1374.

If at any time, however, the estimated total
Federal obligations, incurred or to bz in-
curred, to complecte a project exceeas the
authorizea cost ceiling as adjusted for
ordinary rluctuations in costs, the Bureau
should consider (1) restructuring the pro-
ject to reauce project costs without causing
a substantial change in project benefits or
(2) going back to the Congress to secek legis-
lation permittino a higher authorized cost
ceiling.

GAOU reviewed Bureau proccuures snd practites
for updating the authorizec cost ceilings
and cost c¢stimates as applied to three pro-
jects:

--Garrison bLiversion Unit, worth iakota;
-~Fryingcan-Arkansas project, Colorado; and
--the Bonneville Unit of the Central Utah

procject, a participatinc project in the
(olorado River Storage Project.

i RED-76~43
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GAO found that the orccedures used bv the
Burcau allowed costs not subject tec infla-
tion to increcace the authocrized ccst un=-
necessarily., The most cignificant of
these costs not subject to inflation were
funds thet had alreauy been soent. (See
pp. 5 to 11.)

OGAU also founa several incstances wnere it
belicves that the bureau misapplicd its
procedures in preparing the estimates of
the authorized cozt ceiling anu totel
federal obligetions for the fiscal ycar
1v76 buuget submissions. (Sce oo. 13

to lo.) :

The procedural wecrnessecs in computing
authorized cost cei1lings, coupled with
the misapplicetions on tne ficcal year
1476 buuget submissicns, would--il au=-
justed by tnec Bureau--show that the

estimated total Feaeral opligations on
two of the three rrojocts rceviewead by
GAC would cxceeu tie authorized cost

"ceilingg, as follows,

Corrcutec by Computeu by

the burceu A0

~=~==~-==(nillions)----=----
Colorado River 3196.4 vnder $26.9 over
Jtoraqce kroject ceiling ceiling
varrison Liver- 3.4 under J4uU.U cver
sion Lnit ceiling ceiling

{Sce pp. lb anu 206.)

GAU recomwnds tinat the Secretary ol the
Interior reauire the vurcau tc uguate the
cost ceiling and coct ectimates for the
Colorado River 3torcae rroject anu the
Garrison Livercion unit, concidering,
where nececscery, alternatives to restruc-
ture the nrcjects to recuce nrcject costs
without caucing ¢ suvstantiol change in
project oencfits or tc 0o nack to tae
Congress for lejiclation persitti.g
nigher authorizeu rost cellings, See
cp. lo and 2b.} GAU also recomuends

il
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(1) changes ir procedures to orevent costs
not :subject to intlation from unnecessarily
increcsing the authorizeo cocst ceiling

and tce make the authorizecu cost ceiling
conputation amcre comparacle to the
estimate of total redcral cbligations and
{2) en 1ndepencent interncl reviecw vreccezg
which ro0i1ld verity compliance witli dureau
croceaur 2s anu wnich could also identity
proceaur sl weaknesset to Le corrected,
(Sce vo. 11, 12, 2nd lu.)

1nis rerort eolse contains uAG's cvalua
of the azctions tanen in recronse to re
tiendalions in its wovember zo, 1u74, r
pert on the varrison wiversion Unit anc
autltionzal recoircndut icans whece CAO
pelicves that it3 nriovr recommendaticns
have not Lecn fuily inpicacnted. (Sce
pp. 24 Anu 2¥.)

iii
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Az the former Chairman, Conservation and Hetural
Resources Subcommittec (currently the Conservation, kneray,
and dNatural kesources Subcommittee), House Committee on
Government Operations, recuesteca on December 12, 1974, anu
as later arranged with the fubccmmittee, we reviewed furcau
of Reclamation procedures anj practices for increasina the
authorized cost ceiling on :telected crnjects anu evaluated
the actions taken by the Bureau in response to reccmmen-
dations in our carlier report to the former Chairman
entitled “Congresg Needs More Information on Plans fcr
Constructing the Garr.izon Diversion Onit in North Dakota”
(B-164570, November 25, 1Y74). We made this review pri-
marily to fina out whether applying Dureau procedurez and
practices resulted in the computation of an authorized
cost ceiling which could be relied on by the {ongress.

we reviewed bureau vrocedures and practices for up-
dating the authorized cost ceiling and project cost esti-
mate as applieu to the Garrison Diversion Unit in llorth
Dakota, anu vwith the ccncurrence of the Subcommittee, the
fryingpan-Arkansas project in Colorado, and the Bonneville
Unit ot the Central Utah orouject in utah, a participating
project in the Coloredo River Storage Project. (See the
appenaix for general intormation on each project.) Our
review was conductea at Bureau project and reqional ofiices
in Bismarck, North Lakota; Denver, Colcradc; and 3alt Laxc
City, Utah. We also discussed our findings with Burcau
officials in Washington, D.C.

AUTHORIZED CCST CLILINGS

The legislation authorizing construction of a Bureau
project usually contains a provision tor project cost
similar to the following.

“There is hereby authorized to be appropricted
tor construction ot the (Name) Project the sum
of $xx,xxx,UuU (January JYxx prices), olus or
minus such amounts, if any, as may be justitied
by reason of oruinary fluctuation in construc-
tion costs as inuicated by engineering cost
indexes appliciole to the type of construction
invclved herein.

This orovigion is desianed to establish the inaxiaum
funds which are authorized for & project without aduitional



justification to and authorization by the Congress. In offcet,
it ic designed to establish a maximum authorized cest eceilinn
in the absence of additional legislative authority. sy ad=-
justing this authorizeu cost ceiling for engincering cort
indexes, cost increases resulting from inflation ore included
in the authorization without the need for reconsideration by
the Conqgress, because such indexes consider cost increages
caused by inflation.

For example, if the original authorization was
$100,000,00¢ in January 1974 prices, the authorized cost
ceiling could avtomatically increase annually with inflation.
A 1V percent increase in construction prices durina 14974
would chonge the January 1975 ceiling to $116,0006,0ud, A
5 percent rate of inflation auring 1975 wculd further increcase
the January 1v¥76 ceiling to $115,300,000, This coxample indi-
cates the indeoxing process in its simplest form and deocs not
consider any of the more complicated a2djustments that have to
be made during the indexing process, such &s an adjustment for
expenditures ot appropriated funds that cre no longer aflec¢ted
by inflation. These more complicated adjustments are discussced
later in thig report,

The initial authorization of a Burcau project is hased
on weighing the costs and benefits ard on a finding by the
Congrese that the project is worth the expecteu expensce.
Indexing the authorized cost ceiling presumes that the
initial conqgressional decision to authorize a project would
not be disturbed in the future by inflation. If at any
time, howcver, the estimatecu total Federal obligationsa, in-
curred and to be incurred, to complete a project exceeds the
authorized indexed cost ceiling, then this would indicate
that alternatives should be considered by the Bureau to
restructure the nroject so as to reduce prcject costs without
causing a substantial change in project benefits or to go
back to the Congress to seek new legislation vermitting a
higher authorizcu cost ceiling.

The authorizing legislation and related legislative
history does not set Ltorth the procedures or methodoloqy that
should be used in inaexing the authorized cost ceiling and,
thus, the Bureau has considereble legislative latitude in
designing the process. Furtner, Bureau projects may rcauire
years to complete and, thus, the increase may be consideroble
in congressional authorization resulting from inflationary
price incrcases. For example, the Bureau reported thot its
construction costs rose about 21 percent between Jenuary 1974
ana January 1975, Although this increase was abnormal, larac
increasces occurred irn nrior years (1v72--6 percent; 1v73--8
percent). wec applieu the 21 percent increase to the
remaining estimated expenditures on currently authorized
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ptojects and estimated thet the indexing proccdures permitted
& 31.4 hillion increase in conaressional authorization for
tv74. ‘the magnitude of this increase shows the importance of
the indexing process.

Cn the three vnrcjects we reviewed, the Bureau computed
the rLollowing increases in the authorized cost ceilings,

Year Authorized cost ceiling
froject authorized Original FY"7€ " ‘Increase
smmemem=wm(milliong)====c==--
Garrison 1965 $ 207.0 $ 41v.2 5212.2
Fryingpan-Arkansas 1962 170,0 9432.0 262.0
tolorado kiver b o
Storage Project 1956 1,370.0 1,673.2 303.2

3% ipcal year 1976 ceiling includes an “additional
authorization of 390 million for a powctplent
and municipal and industrial water,

D1ys56 act--$760 million and 1972 act--3610
million.

clnuexing was not authorized until the 1972 act.

prudLuy CUST ESTIMATES

For the authorizead cost ceiling to act most effectively
09 a congressional and agency manadgement control over con-
otruction projects, it is important that the periodic
cotimates of total project costs be made timely and repre-
gent the bureau's best current estimate of total Federal
vuligations to be incurred against the authorized cost
celting, If the cost estimates are not timely or adecuate,
tne recognition of needed changes may be delayed to the
extent that congressional and agency management alternatives
would be greatly limited.

In addition to reauiring the indexing of a project's
autnorizeu cost ceiling, sureau procedures recanire that the
cetimate or actual cost (obligations) to bhe incurred be
continually upagatea using current cost indexcec and include
all known design changes anu adailtional work rcauirements.
Lontinucus upuating is necessary to reduce the possibility
ot using an incomplete or inadcauate cost eatimate to
colpore with the authorizea cost ceilinfg,



The project coot estimate ig comparcd to the Mmithort2od
cost cciling to determine the need to recvesidan bilojedt
components, to reuuce [eature size Lo lower totel cost, o
to return to the Congrecs for awditional authorizaticon
authority., Ftor thigs comparison to serve its purposc, the
authorized ceot celling and the cost estimate should include
comparable itemua,

In our november 1974 report to the Subcommittee, we
said that the estimated total Pederal obligations {ot the
Garrison project ($362.8 million) included in the Bureau'n
fiscal yecar 197% appropriatior justification was probably
understated by apout $72.0 million and that the Burcau's
latest estimate of Garrison's authorized cost ceiling, as
adjusted for ordinary fluctuations in construction cost
(3394.2 million), could L2 excecded by $41.2 million. We
recommended scveral changes to the Secretary of the Interior
concerning the updating of estimatcd total Federal obli-
gations for the Garrlson project,

In rcply to that report, on Pebruary 28 and darch 24,
1975, the Doputy Assiustant Secretaries of the Interior
for Water and Land and for Management advised the Chairman
that Garrison's estimated total ¥ederal obligations included
in the Burcau's flscal year 1476 sppropriation justification
was $5418.8 million and that thic estimate was made in
accordance with the recommendations in our November 1974
report., The Leputy Assistant Secretaries also advised the
Chairman that the 5418.8 million in total estimated Federal
obligations wag within the Bureau's $419.2 million fiscel
year 1976 cotinate of the authorized cost ceiling.
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BUREAU PROCEDURES FOR COMPUTING
AUTHORIZED COST CEILINGS
NEED IMPROVEINENT

Procedures used by the Bureau allowed costs not subject
to inflation to unnecessarily increase the authorized cost
ceiling, For example, the fiscal year 1976 authorized cost
ceilings on the projects we reviewed were increased about
$25.7 million as a result of the Bureau's (1) indexing
cxpended funds no longer affected by inflation (some of
these fundes had been expended before project authorization)
and (2) using actual land costs in the updated authorized
cool celling rather than indexing the land costs included
in the original authorized cost ceiling.

Also, the cost indexing procedures used by the Bureau
uid not specify whether action should be taken to reduce the
authorized cost ceiling when features authorized for con-
struction were provided, or were expected to be provided, by
a non-=Federal entity. For instance, $10.4 million was not
included in the Bureau's fiscal year 1976 estimate of total
Federal obligations for the Fryingpan—-Arkansas project
becaune certain project features were assumed to be provided
by a non-tederal entity. However, the $10.4 million for
these project features was included in the Burcau's fiscal
year 1v¥76 authorized cost ceiling for this project.

BUREAU PROCEDURES ALLOWED COSTS

NOT AI!ILTED BY INFLATION 710G _IHCRLASE

THE AUTHORIZED COST CLILING

The Bureau's cost indexing procedurcs were outlined in
a June 21, 1973, letter from the Commissioner of Reclamation
to the Bureau's regional directors. Beginning with the
fiscal ycar 1975 budget cycle, all changes in the cost
ceiling were required to be made in accordance with the
criteria set forth in the letter.

I'he letter stated that the original authorized cost
ceilings included several cost elements which are affected
dificrently by engineering cost increases, PFor example,
price increases for land, powerplants, canal turnouts, or
project overhead may not all change at the same rate because
inflation increases the cost of each element dif{terently.
Therefore, each element must be considercd separately in
the indexing process. The Burezau procedures divided the
major estimating factors into three components: construction
costs, noncontract costs (overhead), and land and land rights.
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instructions for inuexina cach comnonent 2lloweda coste o
affectod by inttaticn tc increase the autnorizeu oot
ceiling.

Constructicn coste

pureau procedures stated thet counstructicen coct “esti-
mates will continue tc be indexed until tne last major con-
tract on a feature it completed.” 4Lhisz precedure allowed a
project otfice tc urdate tne autnorizro cost ceiling annuolly
for expenditures incurreou years before the updating; i.e.,
expendes funds remained in the indexino process even taough
they were nc longer affected by inflation.

For cxample, on McClucky Conai (Garrison Diversion Unit)
323.9 willion, or 5o nercent of the estimated total ccn-
struction cost, was cxnendea at the time the Bureau computed
the project's authorizec cost ceiling for fiscal year 1Y7¢.
Bowever, all of the original construction coct estimete on
McClusky Canal was inoexed annvally resulting in an authori-
zed cost cciling ot $34.5 million for the fiscal yecar 147¢
estimate. Although expengea funus are not influenced by
tuture inftlation, thc expecnded funds were indexcd on the
mcClusky Canal and caused the ceiling to increase onnually.

To determine the effect ol past expenditures on the
authorized cost ceiling, we made a computation which exclu-
ded all expended funds from the indexing procecs the year
after they were incurrea. (32e p. 7 for an exvlanation ot
why we chose this method.) As a result of eliminating such
expended funds, our computation showed that the mcClusky
Canal portion of the Garrison Uiversion Unit's authorized
cost ceiling shoulc¢ be decreased 2.6 million. A similar
GAQ adjustment for the only othner Garrison project feature
under construction, GSnake Creek Pumping Plant, showed that
the authorired cost ceiling should pe decreased another
$3.b6 million.

when we eliminated expended funds from the indexing
process on the Fryingpan-Arkansas project, our computation
showed that the Bureau's estimate of the fiscal year 1976
authorized cost ceiling should be decreased about $17.2
million, Expenued tunds were also indexed by the Bureau
on the Colorado River 3Storage Project and its participating
projects; the indexing issue is discussed on page 14 and 15,

The bureau's procedurcs provideé that the indexing
crocess will continue until the last major contract on ¢
feature is completed. Therefore, the indexing prccess aocs
not necessarily stow with the completion of a contract,
Large project featurecs icay reocuire scveral contracts to



complete. For example, a2 contract on Reach 3C of McClusky
Canal was dated June 17, 1970, and was accepted as
essentially complete on August 23, 1Y973. Bureauvu procedures
allow cost in the project estimate for this completecd con-
tract to be indexed until 1978, when the last major contract
on McClusky Canal is scheduled for completion.

The Bureau's indexing of the total original cost csti-
mate continued on other features for which several contracts
were completed. For example, on Pueblo Dam and Reservoit
(Fryingpan-Arkansas) sevaral contracts were completed, such
as a

--rajlroad relocation, completed in January 1969Y;
--highway relocation, completed in January 1970; and
-~-construction contract, completed in December 1971,

None of the completed contracts were removed from the
indexing process for the Bureau's computation of the liscal
year 1976 authorized cost ceiling.

Burcau officials told us that they allow the oriqginal
construction cost estimate to be indexed until completion
of the last mejor contract or a feature, because adjucting
the authorized cost ceiling computation for exvended [unds
could become a lengthy and involved process.

Wic believe. however, that several administratively
feasible alternative vrocedures are availeble to orevent
indexing cxpended funds or costs for completed contracts
from unduly increasing the authorized cost ceilina com=
putation. The method used in our comnutations adjusted the
Burcau's authorized cost c~iling computations for expended
funds on an annual basis. For example, if the Bureau upent
$1,000,000 in 1 fiscal year, we would index that amount
that year, but we would eliminate it from future authorized
cost ceiling computations. Also, for an item separately
identified in the oriyinal cost estimate for which the
actual expenditures exceeded the original cost estimate
as indexed, or when the work on that item was completed, we
eliminated that item from further indexing in our com-
putation,

Other alternatives might include

--limiting the indexing process to incomplete contracts
or
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-~eliminating expecndea funds on a monthly or cuarterly
basis [rom the indexing process,

Under cach of these alternatives, indexing an item should
also stop when the original estimate for trat item as indexed
is exceedea by the actual expenditure or when the work on
that item is completed. tlie believe that this is recuired to
help prevent the inuexing orocess frem increasing the author-
ized cost ceiling for factors not airectly related to
inflation.

Noncontract costs

Bureau procedures allowed two alternatives for updating
the authorized cost ceiling for noncontract costs:

--Apply the Federal classified pay raises to the
original estimate. For example, if Federal
employee compensation increased by 5 percent,
the noncontract authorized cost ceiling would
increase 5 percent,

--Apply a fixed percentage to the field cost.
For example, if noncontract costs were 20
percent of construction cost in the original
estimate, the construction cost ceiling would
be indexed and the noncontract cost ceiling
would become 29 percent of the indegxed con~
struction cost ceiling.

weither procedure provides svecific instructions for treatina
noncontract costs incurred before project authorization by
the Congress or fcr treating expended funds in the indexing
process.

We identifieu cxamples of noncontract costs being
indexed years after they were incurred on each project. The
moest nctable example was the indexing of{ preauthorization
inveetigation costs, a focrm of noncoatract cost incurred by
the Bureau peforc nroject authorization by the Congress.
Althougyh the costs were incurred under a separate appropri=-
ation before the grojects were authorized and were not included
by the Bureau in its estimate of total Federal obligations
incurred ana to be incurred to complete a project, the
bureau procedure, in eoffect, resulted in indexing these ccsts
annually and including them in the authorized cost ceiling.

tor example, Garrison's preauthorization costs of
72.4 million were cxpended before 1462, but all of this
suir remained in the indexing system. Although inflation
coula not atfect these preauthorization costs because they

[+ 4]



had been spent, the Bureau indexed such costs and, therefore,
the fiscal year 1976 authorized cost ceiling for Garrison
was overstated by $2.2 million.

Land costs

Bureau procedures aliowed the use of a U.3. Department
of Agriculture land index to update the authorized cost
ceiling betore the purchase of land. Bureau procedures
precluded using the index to update the ceiling after land
was purchased.

The procedures stated that once land is acquired, the
purchase price automatically becomes the land ceiling. Con-
sequently, the original authorization ceiling amount for land
becomes irrelevant in the ceiling computation. 1In our
opinion, this procedure allows the ceiling computation to
include amounts which compensate for deficiencies or changes
in the original estimates--such as underestimates in the
number of acres of land required to complete a project.

For cxample, Bureau procedures allowed increeses in
the authorized cost ceiling for acreage increases on the
Fryingpan-Arkansas project. The original land cost estimate
and acreage estimate for that project's Turgquoise Lake and
Sugar Loaf Dam were:

Acres 1,200
Original estimate $40,320 (including contingencies)
Price per acre $34 (includirg contingencies)

When the land was purchased, the following resulted:

Acres 2,278
Price $290,737
Price per acre $128

Because actual land costs were included in the authorized
cost ceiling, the cost of the additional 1,078 acres (2,278
minus 1,200) or $138,000 (1,076 x $128), became part of the
authorized cost ceiling as if inflation caused the increased
cost.

we do not question the authority of the Bureau to make
limited changes in design that are necessary and consistent
with the project purpose. We believe, however, that when
design changes increase project costs as a result of pur-
chasing larger acreages or more expensive parcels of land
than was originally anticipated, the indexing practices



followed by the Bureau should not allow such increased costs
to be included in the authorized cost ceiling.

BUREAU PROCEDURES DID NOT SPECIFY
TREATMENT OF NON-~FEDERAL EXPENDITURES

Bureau procedures did not specify whether action should
be taken to reduce the authorized cost ceiling when features
authorized for construction are provided, or expected to be
provided, by a non-Federal entity. We found one instance whero
the cost of such features expected to be provided by a non-
Federal entity were excluded by the Bureau from estimated
total Federal obligations but were not excluded from the
atthorized cost ceiling. Thus, the authorized cost ceiling
included an amount for a feature which the Bureau dia not
anticipate would actually be expended by the Government. "he
value of comparing the estimated authorized cost ceiling with
the estimated project obligations is reduced when the esti-
mated cost of a project feature is included in one estimate
but not in the other estimate.

Public Law Y3-493, October 27, 13974, increased the
authorized ceiling on the Fryingpan-Arkansas project by
$262.0 million. Senate Report Y3-1208 stated that 3v%0.0
million of the increase was to expand power and municipal
and industrial water facilities. In justifying this in-
crease, the Interior officials told the Committee on Interior
and Insular Affairs that the estimated cost for a second
power unit at the Mt. Elbert Powerglant was $28.0 million.
Concurrently, however, the Bureau's estimated total Federal
obligations prepared for the fiscal year 1976 budget sub-
mission indicated that the estimated cost for this seceond
power unit was $17.6 million, or $10.4 million less than tte
Congress authorized pursuant to the Interior's request.

Bureau officials told us that the $10.4 million dif-
ference represented transmission line and switchyard costs
that were excluded from the Bureau's fiscal year 1976 esti-
mate of total Federal obligations because these project
features were assumed to be provided by 3 private electrical
cocperative which in turn would obtain reimbursement for its
costs directly from its customers. According to Bureau
officials, the $10.4 million was included in the authori~
zation request and the fiscal year 1476 authorized cost
ceiling for the Fryingpan-Arkansas project because the con-
tract with the private electricial cooperative had not been
signed. However, Bureau officials also stated that even
after the contract with the private electrical cooperative
is signed, the $10.4 million will remain in the authorized
cost ceiling because the Congress did not specify reducing

10
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the authorization if a non-Federal entity incurs the cost
on this project feature.

On the basis of congressional intent expressed in
comparable situations, we believe that the Bureau should
exclude non-Federal expenditures from the authorized cost
ceiling at the same time these costs are excludea from
estimated total federal obligations, For example, Genate
Report 93-1208 stated that the additional authorization
reguirement for the Fryingpan-Arkansas oroject included
$62.0 million to expand municipal and industrial water
supply aqueducts, The oossibility existed that local
municipalities would provide these facilities. In House
Report 93-12u6, the Committee on Interior and Incular
Affairs stated that:

“xxx1f it subscquently appears that local intercsts
should finance these lines, $62,000,000 of the
appropriations authorized by Title XII would not

be required. The Committce on Interior and

Insular Affairs believes that this authority should
be granted but hereby expresses the view that the
authorization should be expressly reserved for
constructing the Fountain vValley and Arkansas Vallcey
Aqueducts and should not be utilized for other
features of the project.,**»~

Fublic Law 8e-4vb, June 3, 1lvoU, avthorizing the San
Luis Unit of the Central valley projecct, Californic, is
another exampble of the Congrescs' desire to limit the items
incluveu in the authorized cost ceilina to Federal expendi-
tures. This law reads:

"ak*Sajd base sum of $290,430,000 shall, however,
be diminished to the c¢xtent that the State makes
funds or lands or interecsts in land availeble to
the Secrctary nursucnt to sections 2 or 3 of this
Act which uecrease the cocts which would be incur-
rea if the works authurized in section 1 of tnis
Act***yere consStructed solely as a federal

project **,*~

RECUMMENLATIONS 10 THE SLUxbIARY
Gr_TlE_INTERIOR

we recominend that the Secretary of the Intericr direct
the 3urecau oL FReciamation o inplement revised procedures
for comgputing authorized cost ceilingg to include provisions
which would:

11



--Adjust the construction and noncontract portions
ot the authorizeu cost ceciling computation for
expended funds which are ro longer affectcd by
inflation, using an administratively tcasible
method such as one of those discussed on pages
7 and 38 of this report.

--Eliminate the indexina of preauthorization costs
from the authorized cost ceilinoa,

--Prohibit substituting actual land costs for land
costs based on the original estimate as
appropriately indexed.

~--Exclude non-federal expenditures from the authorized
cost ceiling computation ot the same time the
applicable costs are excluded from total Federal
obligations.

1z
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CHAPTER 3

MISAEPLICATICJ OF BUREAU_PROCLBUKES
FOR IUDEXInG AbxuORIAAﬁle AND COST "IImATEb

In several instances we believe the Burceu misapnlied
ites procedures in preparing the {iscal year 1476 estimate
of the authorized cost ceiling, resulting in an overstate-
ment of $20.6 million anu an understatement ot $%.0 million
in authorized cost ceilings for the three projects reviewed,.
AS discucsed in chepter 2, we are recommending changes in
some of tne misapplied proccaures., we furtner adjusteu the
amount of the understatement and overstatement to reccanize
the recommended changes. These adjustments resulted in an
estimated net overstatement of $163.4 million in the authecr-
ized cost ceilings, in addition to the 325.7 million over-
statement previously discussed ir chapter 2.

In another instaence we belicve the Lureau aisapplied
its procedures on the Bonneville Jnit for estimating totol
Federal obligations, resulting in a 63,7 million unuer-
statement of estimateu project costs, “his understotement
of cstimated project costs, counled with an overstatenent
we belicve the Burecau made on the cstimated authotized cost
ceiling, wouid--if adjustceu by the Bureau--show tnat esti-
mated total rrojects costs would exceeou the ectirated
authorized cost ceiling for tne Colorado River Storaqe Pro-
ject ana its perticipating nrojects, including the Bonne-
ville Unit. 1If such adjustment wvere made, Lhe adjustient
recults would require the Bureau to conscider alternatives
to restructure the project to reduce prciect costs withcut
causing a substantial change in project benefits or to
rcturn to the Congress for aduitional ceiling euvthority,

we believe that the instances identifi * of miscpplied
cciling and cost estimating proceuures indicates a neeod for
mure intensive management review of the Burcau's application
of these procedurcs. Ve observeu that very little, if any,
cliort was being made by the Burcau to insure compliance
with its indexing and cost estimating procedures. The
Department of tne lnterior's internal auditors also said
they had not reviewed compliance with thezse procedurces.

PLICA’IION.J Gir BUKLAU H(u(_luul\}_.a ol

LhL ’u'OPA”‘ RIVER Sluxnbh TEROTLCT
ANu 1TSS LAR;ILIkATINU PRoJLL: S

The Colorado River Storaqgc Projcct (CRSP) ang its
participating projects, includina the Bonneville Unit,
wore originally autporized on April 11, 1956, under Public

13



Law 485, 84th Congress, 24 Session, 1956 (70 Stat. 105),

The original cuthorizing legislation established an overall
cost ceiling of 3760 million for the entire CRSP and its
participating precjects. The original authorizine act ¢id

not include a provision allowing increases in the cost ceiling
for inflation.

On February 25, 1972, the acting Secretary of the
Interior stated tnat by the enu of fiscal year 1372, only
yv.! million of the original authorization of $76U.0 million
remained anu that an additionai $610.U million would be
rcguirei to complete CK3P and its participating projects,

On aucust 10, 1972, the Ccnaress increased the euthorization
by $61U0.v million / upoliz Law %z-370, d¢6 Stat. 525) and
audea a provision allowing increases in the cost ceiling for
intlation.

Regional officials of thnc Bureau computed for tiscal
year 1v76 the estimated a.thorizea cost ceilino for ChS¥
and its perticipating projects oy &dding the twe asutheri-
zations (%/60 millicn plus »6l0 million equale 51,370 mil-
lion) and nultiplying this sum by 2 composite index. 7he
resulting authorized cost ceiling was shown by the Bureau
ac being 51,073.2 million anu exceeded thc Bureauv'‘s fiscel
year 1476 cestimate ot total Federel obligations tor CkSy
and its participating projects ($1,476.8 million) by $196.4
million. we believe, howcver, that the Burcau misaoplied
three of its procecures in making these estimates.

iloncompliance with Bureau procedurcs
icr 1nucxing congtruccion costs

As previously discussed on page 6, Bureau procedures
in ecttect at the time of our review statcda that construction
cost "estimates will continue te be indexed until the last
major ccntract on a fcature is completed." Contrary to this
proceaure, regional cofficials indexed construction costs on
conpleteu lLeaturecs.

For instance, a project fcature in the CR3P calleu
flaming uorge was completed at a cost of 365 inillion before
the passage ot the 1v7z act. devertheless, the 3urcau
continued to index the cost of thirc comoleted project
teature in its estimateu authorized cost ceiling computation
for fiscal year 1976 and, as a result, increased the authori-
zation by »l4.3 millicn more than would have been justitied
il thne cost of this completed fcature had not been included
in the indexing process.

As discussed in chapter 2, we belicve thet not only
shoula the cost of completea project fecatures bpe excluded
trom the indexing orccess~-as reauired by Durcau proccdures-—-
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but that expended funds cshould be excluded from the preccecs
even if the project feature is not completed, vecause such
expended funds are no longer subject to inflation. There-
fore, we aid not attempt to determine the total impact on
the fiscal year 1976 authcrized cost ceiling for CRSE and
its participating projects using the misapplied Bureau
procedure., Instcad, we adjustea the CRSP authorized cost
ceiling computation to exclude all expended funds from the
indexing process on the basis of the alternative procecdure
we previously chose (see page 7). We estimated accorcingly
that the fiscal year 1976 authorized cost ceiling for CRKRSE
and its participating projects was overstated by about
$lov.6 million.,

Incorrect _use o’ a composite index

Bureau procedures divide project authorization into
three components: 1lanu anu land rights, noncontract costs,
and construction costs. Consftcuctior costs ere {urther
divided into type of construction, such as certh dams,
powerplants, canals, and pumping plants. bBureau proccdurcs
indicate that these divisions are necessary to determine the
ceiling because ditierent intlation tactors apply. The
procedurcs state that "in the updating process, separate
applicable cost indexes must be appliea to the estimatc com-
ponents and types ot constructicn,*

Instead of using the scparate cost indexes, rcgional
officials used a composite index to compute tne fiscal ycar
lv70 authorized cost ceiling for ChSP and its participat . ng
projects. We estimate that ucing thig composite index
instead of the separate cost indexes reculted in an unrocar-
statement of 39.0 million in the authorized cost reilira.
This $Y.0 million understatement is included in the necc
understatement discussed on page 13, beceuse we anree witn
the Burcau procedure requiring tne usc ot separate cost
indexes.

Woncurrent cstimate of project cost

Bureau proceoures state that the cost estimate, "suvports
the Control 3chedules (PrF-z anda Pr-zh) used in annual justifi-
cation ftor the appropriation of funds for construction work
in the current vear, and for the purpose of sunportinag the
request for tunds for work plannea to be undertaken in cub-
sequent years. These¢ estimates shall be maintained and keot
current by the appiopriate operating office**+*, *

Contrary to this procedure, however, most of the Bureau's

tiscal year 1976 Bonneville Unit estinate of total tederal
obligations was indexed to Cctober 1971 prices. vwhen we
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updated this cost estimate to January 1v74 orices to make it
consistent with the Bureau's computation of the authorized
cost ceiling for CREv and its participatinag projects, our
resulting computation showey the cost estimate to be under=
stated by 303./ million,

Limpact_of revised cuiling and cosy estimates

On the bagic of the instances identified above, we
believe that the Bureau's computations of the fiscal ycar
1976 authorized cost ceciling ond cotimated total Federeal
obligations for CIGP and its particivating projects should
be reviseu, as {follows,

Fincal Year 1v7v Computetion
Authorlzca Lstimotea total
gost ceiling Federal cbligations Cifferonce
mmmemenemmmeen-—e=s (1]l iONS )~ —ammwe
Bureau computation $l,073.2 $1,476.4 2156.4
Less aajustment
for expended funas lbo.u

rlus adjustment tor
separate cost
inruexes 4.u

rius adjustuent to

Jdanuary 174 priceas

on thc Bonneville

unit 3.7

A= mor e oo O - oinwT

(AU adjustea
totals ol,01d.0 31,54U.5 3=26.,Y
= [ eV o e e

B S i

Regional coificiels ot the kurcau stated that another
oroject fLeaturc, Lelena bench, was being considered for
inclusion in the liscal year 1971/ plane (or constructing the
vonnevilic Lnit »~t a coot of w4 wmillion, 7These officials
said the $1¥6.4 million execesnns or authorized ceiling over
estimated cesty computed by the Jurcan lor “iscel vyear 1v716
could acconrmodate the 49 nillion fncreese in nroject coste
withicut returning to the Congress for ouditional ccilinag
cuthority. However, theuse oliicials cteted that a revision
in the tiscal year 1v/b 2olling and cost cstimates as we
suggesteu wouala probably require tne Burcau to return to
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the Cenqress for additional ceiling authority on CRSP and
ito participating projects regardless of whether or not
Loland bench was added to the Bonneville Unit,

= sz

i, GARRISUN DIVERSION UNIZ AND

NGPAN=ARKANGAS PRGJECTS

SAPPLICATIONS OF BUREAU PROCEDURES

I
Y1

M1
OR
R

we jdentified instances of misapplied Bureau indexing
procedures on the Garrison and Fryingpan-Arkansas projects
in two other Bureau regions. Although the dollar cffects of
these lnstances of misapplied procedures were not as signifi-
cant a8 Lhooe identified on the CRSP and its participating
projectn, they show that the problem of noncompliance with
Bureau indexino procedures is not isolated to any one parti-
cular Burcau project or regional office.

Noncompliance with the Bureau
procedures for indexing land

coitn on_[ho Garrison Diversion Unit

A previously discussed on page Y, Bureau procedures
in eftect at the time of our review indicated that land
indexing munt stop once the land is purchased. Although
we take oxception to the Bureau's requirement for using
actual land costs in the updated autnorized cost ceiling
rathetr thon indexing the land cecsts included in the original
authorized cost ceiling, we agree tnat land indexing shoulad
stop onee the land is purchased.

(ontrary to this procedure, the Bureau's project office
did not use actual land costs—--a devietion with which we
agroe==and indexed the entire original land estimate in
comput ing Lhe fiscal year 1976 authorized cost ceiling on
the Garricon Diversion unit, even though land had alrecady
been purchasead on four project teatures. We estimated that
the project office's continuous indexing of purchased land,
however, regulted in an inappropriate $3.8 million incresse
in the (incal year 1976 authorized cost ceiling on the
Garrison PDiversion Unit. This $3.8 million overstatement
iy included in the net overstatement discussed on pacge 13,
hecause we aqree with that poriion of the Bureau't procedure
that indlcates that indexing should stop once land is pur-
chagod,

Noncompliance with Bureau procedures

T6r  indoxing construction costs on

L R € T ke 0

A dlscussed on page 6, Bureau procedures in effcct
at the time of our review state that construction cost
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"estimates will continue to be indexed until the last major
contract on a f{eature ia completed.,”" tHowever, Bureau
project office olliclals ior Fryingpan-Arkonsas said they
interpretea this procedure to allow indexing construction
costs until the fcatures arc released to OUperation and
Maintenance personncl. DBecause this did not occur for many
months after contract completion, stopping the indexing
process was delayed.

For instance, the original cost entimate for two
teatures on the Fryingpan-Arkansas project continued to be
indexed after the lagt major contract on the project features
were accepted as complete=--Reudi Dam for 1 year and Suagar
Loaf Dam for 1-1/2 veors. Ve cstimoted thoat the project
office's interpretation ol the bureau procedure resulted in
an inappropriate $2.% million increase in the fiscal year
1976 authorized cuot ceiling for the PFryingpan-Arkansas
project. We did not include this 2.9 million overstatement
in the net overstatoment discussed on page 13, vecause this
amount had already been included In our computation of the
effect oif eliminating cxpendeu funds Lrom the indexing
process aiscussed on paae 6.

RECOMMENDATIONS 10 'THI,
SECEETAEY OF THE Id:LL1OGR

We recommend that the Secretary of the Intecior direct
the Bureau of Reclamation to:

--Develop ana implement a periodic independent
internal review process which would verify
compliance with BDurecau indexing and cost
estimating procedures and which would also
identifly vprocceauiral weaknesses to be
corrected.

-~Update the ceilinng and cost estimates for CRSP
and ite participating projecctsn, as suqqgested
on page 16, consldering, where neccrsary,
alternatives to regtructure the project to
reduce project conts without causing a
substanitial change in project benefits or
to go back to the Congress (or new legislation
permitting a hiqher authorized cost c¢eiling.

18
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CHAPTER 4

EVALUATION OF ACTIONS TAKEN IN RESPONSE
10 _RECOMMENDATICAS IN GAG'S WOVEMBLR 25, 1974,

Il PORT ON THE GARRISON DIVERSION UNIT

In our repert entitled "Congress Heeds More Information
on Flans for Constructing the Garrison Diversion Unit in
North bLakotda,” we recommended that the Secretary of the
Interior require the Bureau of Reclamation to upaate total
estimated cost of the Garrison Diversion Unit to include

--ecatimated costs representative of costs actually
being incurred in the construction area,

~-allowances ftor the costs of items not aencrally
included until final designs are drawn,

-~ppntimated costs for additional requirements
establ ished by general legislation and new
conglruction standards, and

~-eptimated costs for changes in the authorized
project plan.

We also recommended that the Secretary

-=advine the congressional oversight and
appropriation committees promptly if total
cotimated cogts exceca the Garrison project
coat celiling,

-~include the authorized Garrison project cost
ceiling in future budget justifications, and

--advige tlie congressional oversight and
appropriation committees about the estimated
Garcrinon ¢oast increases which may be reauired
to wveltle the ongoing water aquality dispute
with Canada.

We beliove the Bureau's estimate of total Federal
obligations for Lhe Garrison Diversion Unit inlcuded in
its fiscal year 1976 appropriation justification adeauately
took into vonatfderation several of the recommendations in
our prior reputt, We believe, however, that additional
actions are needed to fully implement certain of our prior
recommendations,



ADEQUACY GF ACYTIONS TAKEN TO UPDATLC TOTAL

A o R T kS . A 1t . s . . Sy

In reply to our November 25, 1974, report, on February 28
and March 28, 1975, the Deputy Assistant Secretaries of the
Interior for Water and Land and for Management advised the
Chairman, Conservation, Lnergy, and watural Rcsources Subcom-
mittee that Garrison's ecotimated total Federal obligations
included in the Burcoau's fiscal year 1476 appropriation
justification was $414.4 million., The Deputy Assistant
Secretary for Water and Land stated that the first three GAO
recommendations for updating Garrison's total estimated cost
had been complied with when the Burcau estimate for fiscal
year 1476 was updated (1) using North Dakota construction
and land indexes, reviged quantities, and unit prices where
available and actual contract costs wherc applicable, (2)
including an allowance of 7/ percent for the cost of items not
generally includea until final desligns vere drawn, and (3)
including estimated cogsts for additional reguirements estab-
lished by general legislation and new construction standards,
Regarding our fourth rccommendation for updating Garrison's
total estimated cost, the beputy Asgistant Secretary for
Water and Land stated that no changes that affect project
functions or goals had been made in the overall authorized
project plan; changes had been made only in irrigiation service
methods (for example, sprinkler instcad of gravity irrigation
systems) and in fecaturcs required to deliver water,

For those recommendations where we belicve reasonable
and adeguate actions hove been taken, we found that the
Bureau's use of North bLakota construction and land indexes
and the allowance ot 7 pereent for the cost of items not
generally included in cost egtimates until final designs
are drawn supstanticlly corrected the basic causes Lor two
of the recommenaatiocns in our n»rior report,

Whereas we prcviously found that the Bureau was using
North Dakota prices and the allcwance in computing the esti-
mated cost of only two of seven irriqgotion arecas to be
served by the project, for the fiscal yecar 1Y76 cost estimate
the Bureau used North Dukota prices and the allowance for six
of the seven irrigation arcas', \Whercas we previously found
that land cost estimates were not hased on recent purchases,
for the fiscal ycar 1Y7b6 cost estimate the Bureau used a

Yihe cost estimate for the seventh irrigation area was
computed on the bagis of North Dakota prices and the
allowances., However, as discussed on page 22 to 24, the
resulting computation was temporarily understated by
about $15.u million.
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North Dakota land index based on actual cost expericnce on
recent purchases,

A third recconnmendation in our prior report alsco was
generally implemented when the Lurcau computea the fiscel
year lv76 cost ectimate (n the basis of estimates resulting
from changes to the authorized project plan for differcnt
irrigation scrvice methods ard features regquired to deliver
water,

We also belicve tnat the Zureau took appropriate actions

“0 update itas cestimate of total Federal obligations for the
Garrison Diveraion Unit's fiscal ycar 1376 apprcreriation
justification, cxcept for what bLureau officials said is a
“temporary undergtatement” ol abcut 915.6 million in the
estimated cost of onc of the seven irrigation areas to be
servea by the Garrison project and cxcept for what, in our
opinio+, is a $12.4 million undcrstatement in the estimoted
cost for additional requiremcnts establishe! by qeneral
legislation enacted after project authorization. These

two matters are discussea in the fcllowing sections.

Additional actions nceded
to_upudate cost cutimetes

for ncw _licgislative requirements

For the recommendation where we believe that additionol
actions arc necded by the burcau to update Garrison ovroject
costs, we tound that the Bureau diad not consistently include
estimated costs for additional reguirements established by
general legislation enacted atter project authorization in
its tiscal year 1976 cost estimates. ‘The DLureau advised us
that it auded about 17 million in its computation of the
authorized cost ceiling for fiscal yecar 1976 on the basig
of the following legiglaticn enactecu after the original
estimate of costs for the Garrison project had been made and
the project authorized by the Congress,

Legislation Apount

et i e st

{(millions)

Public Law Yl1=-1lylU, Environmental Policy Act 3 9.8
Public Law 41~646, Relocation Assistance 2.3
Public Law 93-2%1, Roads and Bridges 2.4
(above replaccement in kind)
Public Law 92-313, Public Building Amendment 2.5
Total $17.0

21

.



) R S
TERAPHERIIR

BEST DOGLL.E

According to the Bureau ofiicials who made the cost
estimates for fiscal year 1976, only $4.6 of the 317.0 million
in additional costs was included in the estimate of total
Federal obligations. These Bureau officials said the $54.6
million included in the cost estimate wac the amount that
already had been incurred for these new recuirements. They
stated that the difference ($12.4 million) between the $4.6
million that had been incurred and tne total $17.0 million
that had been added to the authorized cost ceiling represented
the cost of new reguirements estimated to be incurred in the
tuture. They added that the $12.4 million was not added to
estimated total Federal obligations because it was believed
that the allowances for contingencies and for the costs of
items not generally included until final designs were drawn
would be sufficient to cover these costs when they were
incurred.

To test the reasonableness of these Bureau officials'
beliefs, we analyzed the cost experience on icClusky Canal
for these allowances. Our analysis showed that the allowances
were not suflicient to cover contingencies, the costs of items
not generally included until final designs were drawn, and
the additiovnal reqguirements established by general legisletion
enacted after project authorization.

For example, the projected contingencies in the original
cost estimate for rMcClusky Canal was 12.6 percent, whereas
actual contingencies on McClusky Canal contracts averaged
17.7 percent. The projected allowance for items not generally
included in cost estimates until final designs are drawn ‘
was estimated by the Bureau at 7 percent, whercas the actual
experience for these items on mcClusky Canal contracts was
13.8 percent.

In both cases the estimated allowances were cxceeded
by the actual cost experience. Conseocuently, we believe
that to adequately show the estimated total cost for the
Garrison project, the Bureau needs to turther update its
estimate to include the $1Z.4 million for the cstimated new
requirements to be incurred in the tuture.

Inadequately supported temporary
understatement of groject costs

According to the bureau otticials who made the cost
estimates for fiscal year 1976, the cost of the Souris
irrigation area was temporarily understatea by $15.8 million
to reduce the estimate of total Federal obligations for the
Garrison project below the autlorizeC cost ceiling. They
said that this temporary understatement was necessary pecause
the estimated cost on another feature, (icClusky Canal,
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temporarily exceeded its portion of the authorized cost
ceiling by about $17.2 million.

Bureau officials said that the McClusky Canal cost
estimate for fiscal year 1976 accurately indicated the final
cost of this project feature because it was based on the
actual contracts awarded, inciuding estimated inflation for
contract periods that extended beyond the year in which the
cost estimatce was made. They said that the McClusky Conal
portion of the authorized cost ceiling computation reflects
inflation only up to the time the computation is made.

With the authorized cost ceiling increasing annually until
the last major contract on ~ project feature is completed,
the Burcau otficials said that both the ceiling and the cont
estimate woulu be about equal when the last major contract
on this project feature was completed because both estimatcs
would include intlation for an ecual time period. They =onid
that when the amounts were eaual, the 315.8 million would be
reinstated in the Souris irrigation area portion of the cofit
estimate.

We agree with the Bureau's positior that an adjustment
is reguired when project feature cost is based on contracts
that include estimated inflation for contract periods that
extend beyond the year in which the cost cstimate is mode.

Wwe believe, however, that the Bureau's arbitrary recduction

of 315.8 million in estimateud costs for the Souris irrigation
arca does not represent a reasonable basis for estimating

the amount of intlation included in contracts for the
Garrison project,

As previously discusscd on pages 6 to 8, indexing the
authorized cost ceiling until the last major contract on a
project feature ic completed allows costs not affected by
inflation to inappropriately increase the authorized cost
ceiling. On [llcClusky Canal we estimated that the authorizea
cost ceiling tor fiscal year 1476 was overstated by $2.o
million because expendea funde vere not eliminated from the
indexing process. Moreover, cach ycar the amount of the
overstatement will incrcase vecause more funds will be cpent
and, under Lurcau proceaures, the entire original estimate
on this project [cature will continue to be indexed until
14978, when the last major contract is scheduled for com-
pletion.

Consequently, we believe that the Bureau's statement
that the ceiling ana cost estimates will be about caual when
the last major contract on the McClusky Canal is completed
is not adequately supported when expended funds are removed
from the indexing process. A nore reasonable basis for ad-
justing the estimatcu project feature cost based on contracta
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that Include estimasted inflation for contract periods extending
beyond the year the cost estimate is made woula be to discount
the contract cost to remove the estimated inflation for future
years. However, the Burcau will have to obtain suf{ficient
information to estimate the inflation rate included in such
contracts.

ADEQUACY UF ACTIONS TAKEN T0 NOTIFY ThE

CONGRESS wiLH TOTAL E5%InATED COSI
EXCLEDs Tiuk AUTIORIZLD CUbt1 CEILIRG

e it e e - b i vt et et e

In their replies of Februeary 26 ana sarch 26, 1975, the
Deputy Assistant Secretaries of the Interior for Water and
Land and for mManagement advisea the Chairman that the
Bureau's $416.0 million estimate of total Federel obligations
tor Garrison's Yiscal year 1970 appropriation justification
was within the Lurcau's $419.2 million estimate of the pro-
ject's authorizea cost ceiling for fiscal yecar 1976. The
Deputy Assistant Secretary for Management further stated that
until it is determined that the oroject cost will excced the
authorizea cost ceiling, the Devartment does not anticipate
requesting the Cona:ess to reconsider the authorized cost
ceiling.

“he Leputy Assistant Secretary for Water and Land
also stated that

“sx* inasmuch as actual expenditures on the Garrison
Divercion Unit (377 million to date) are only 18
percent of the appropriation ceiling, 1t does not
scem necessary or eavisanle to reaquest an increarsc
in the ceiling until expenditures represent a sub~
stantial part of the ceiling and adaitional ceiling
would obviously be reguirea to comnlete the
project,x**-

de went on to say that

“%w It may be necessary, as histccically
practicea by Reclamation in its estimating pro-
cedures, to adjust future items periodically to
keep the estimate in balance with the computed
ceiling on the premise that future changes can

be made, throuah redesign and other economies,

to enable construction of a2 project within the
total cost ceiling., If this is not done, it will
be necessary to seek additional ceiling every time
the cost estimate temporarily exceeds the total
cost ceiling, thereoy causing considerable con-
tusion and tne oucsStionable creation of an
expengive aaministrative effort,#x*
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Froject completion status is one facltor that should
be considered by the Congress and management in determining
whether or not an increase in the authorized cost ceilina
is warranted. However, [or tne cost ectimating procecs to
be effective as a congressional and management control over
construction projects, it is important tnat estimates of the
authorized cost ceiling and total nroject ¢oats reprecgent
the best information available to the fHureau at the time the
estimates are prepared. Because the total nroject cost
estimate is compared to the authorizes cost c¢eilinag to
determine the need to redesign project components, to reduce
feature size to lower total cost, or to return to the Congrecs
for additional authorization authority, uwsino inaueocuately
supported estimates or estimates based on premises thet may
or may not materialize coulu cause the rccoagnition of needed
changes to be delavea to the extent that congressional and
agency management alternatives would he significantly limited.

If Bureau estimates of the authcrizcad cost ceiling and
total project costs useu in its fiscal yecar 1976 approeriaticn
justification were adjusted for those items questioned in
this report, the adgjustment results would show that Garrison'cs
authorizeu cost ceiling would be excecded by $540,U million,
as shown on page 26.



Authorized

Fiscal Year 1976 Comoutation

Estimatea total
cost ceiling Federal cbligations

Difference

Bureau computation

Less adjustment for
expended funds
included in the
authorized cost
ceiling (sec p.

9)

Less adjustment for
indexing oreautinori-
zation costs (see
pp. 8 anu 9)

Less adjustment for
continuous indexing
of purchased land
(sce p. 117}
Plus adjustment for
new legizlative
tequircments to
incurred in the
{(sce pp. 21 and

be
22}

Plus_ aujustment for
inadequately sup-
ported “temporary
understatement”
{see pp. 2Z to 24)

GAD adjusteu
totals

future

$419.2

34U7.0

$418.¢6

215.8

3 447.0

$-40.0

8All or part of thir amount could be offset by the vse

ot an alternative method for

estimating the amount of

inflation includea in contracts for the Garrison pro-
ject ac discussed on pagdes 23 and 24.
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BEST DOCUMENT AYALLABLE

ADEQUACY OF ACTiudS TAKEN TO INCLUDE
THE _AMOUNT OF THE AUTHORIZED COST
CEILING IN THE BUDGET JUSTIFICATION

In his February 28, 1475, reply to the Chairman, the
Deputy Agsistant Secretary for Water and Land stated that
the statement explaining that the current estimated total
cost for Garrison was within the authorized cost ceiling
conveyed the Department's best current analysis of the cost
ceiling situation and would be included in the figcal year
1976 appropriation justification for the project. The
documents supporting the fiscal year 1376 appropriation
justification for Garrison contained this statement; however,
the documents did not show the amount of the authorizea cost
ceiling as we previously had recommended.

We believe the Secretary of the Interior should tell
the congressional oversiyht and appropriation committees of
the relationship between the authorized cost ceiling and cur-
rent estimated total Federal obligations for Garrison as well
as for other Bureau projects controlled by the cost indexina
and estimating process, we believe that this informaticn
can best he conveyed to the Congress by showing in the
documents supporting the agency's budget the estimated amount:
of the authorized cost ceiling and of the total Federal obli-
gations.

ADEQUACY GF ACTIONS YAKEN 70 ADVISE
THE CONGKEHS OF ESTIMATED COST INCREASES
WHICH MAY BE REQUIRED 10 SETTLE THE
WATEK QUALITY DISPUIL WITH CAWADA

In his February 28, 1475, reoly to the Chairman, the
Deputy Assistant Secretary for Wacer and Land stated that
cost estimates of alternative Garrison project plans under
consideration within the Department which might resolve the
Canadian return flow 1ssue werc very preliminary. BHe stated
that until a joint examination was concluded of certain
aspects of, or adjustmentcs to the project, resulting from a
January 16, 1975, meeting with officials of the Canadian
Government, it would be inappropriate to addres: a statement
of resolutio.. or timetable for solving the return flow prob-
lem. He said that if an e2lternative plan for Jdevelopment is
needed, the Chairman can be assured +that the engineering,
economic, and environmental aspects of the potential alter-
natives will be fully planned ana explained to all concerned.

In view of the Deputy Assistant Secretary's response
we believe that thé Bureau :hould at least have footnoted
its estimate of total federal obligations for Garrison's
fiscal year 1976 budget submission to {ully show that this
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estimate did not include contingent costs that might be re-
guired to settle the water quality dispute with Canada. A
January 14, 1975, preliminary cost estimate by the Bureau
indicated that as much as an awuditional $51 million might be
required to resolve this dispute, Accordina to Bureau
officials, updated estimates of the costs of the alternatives
are due to be completed by June 1, 13976, and final resolution
of the dispute 1is not expected before October 1976,

RECGMMENDATIONS TO THLE
SECKETARY Ui° THL INTERIOK

We recommend that the Secretary of the Interior direct
the Bureau of Reclamation to update its estimates of the
authorized cost ceiling ano total rfederal obligaticns for the
sGarrison project by:

~--Including the estimated costs te be incurred in
the future for additicnal reauirements c¢stablished
by gcneral legislation enected after project
authorization in the estimate ¢f total Federal
obligations.

--Lxcluding inadeauately supported temporary under-
statements trom the estimate of total Fecderal
obligations and replacing them with an adjustment
based on discounting contract costs to remove
the estimated future intlation for contract
periods extending beyond the ycar the cost
estimate is made.

--fxcluding from the authcrized cost ceiling estimate
those items, such as indexing cxpended funds and
preauthorization costs, which are not subject tc
intlation.

~--Footnoting the estimate of total fedcral obligations
to fully disclose thc contingent cocstz that might
be reaguired to settle the water quality dispute
with Canada.

we also recommend that the secretary:

~~-Advise the congressionel overcsiant and appropriations
committees oromptly if total estimated cost for the
Garrison projcct cannot he reduced within its
avthorized cost ceiling without causing a sub-
stantial change in project benefits.
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--Include the estimated authorized cost ceiling
amount in future budget justifications for
Garrison as well as for other Bureau projects
controlled by the cost indexing and estimating
process.
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APPENDIX I APPENDIX 1

GENERAL INFORMATION ON PROJECTS REVIEWED

GARRISON DIVERSION UJI1

The Garrison ULiversion Unit is a multipurpose water
resources development project being constructed in North
Dakota, The project will provide a full supply of watcr for
irrigating 250,000 acres, 40,000 acre feet of water for
municipal and industricl use in 14 towns and cities, and
water for developing 36 maojor and several minor fish and
wildlife areas and ¥ major recreation acres. Other project
information is as tollows, '

--Authorization~-=Public Law 8%-108 (79 3tat.
433), August 5, 1965,

--Estimated completion date--13v0,

--Project completion as of June 30, 1975
-=20.8 percent (project official's

_ estimatce).,

--Regional OLfice=-=Billings, Montana.

FRYINGPAN-ARKANSAS PROJECT

The Fryingpan-Arkansas project is a multipurpose water
resources development project being constructed in Colorado.
A project official saild Fryingpan-Arkansas will provide
a supplemental water supply to irrigate 280,600 acres,
57,500 acre fcet ol water for municioal and industrial use,
and water for genecrating hydroelectric power from units
with installed capacity of 211,000 kilowatts. Benefits
of fish and wildlife, recreation, and flood control will
also be provided. Other project information is ac follows,

--Authorization--prPublic Law 87-590 (76 Stat.
3b9Y), August 16, 1962,

--Estimated completion date--1%83 (project
official's estimate).

--Project completion as of June 30, 1375
--44 percent (project official's
estimate).

==Regional Office-=-Denver, Colorado,
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APPENDIX I APPENDIX I

BONNEVILLE UNIT

The Bonneville Unit is one of six units comprising the
Central Utah Project, a participating project in the
Colorado River Storage Project. Bonneville is a multipurpose
water resources development project being constructed in
central Utah which will provide a full water supply for
irrigation ot 29,370 acres of new land, a supplemental
water supply to 213 170 acres of partially itrigated lands,
99,000 acre teet of water for municipal and industrial use,
and 133,500 kilowatts of installed capacity for gencrating
hydroelectric power. Benetits ot fish and wildlife,
recreation, and tlood control will also be provided. Other
project information is as Lollows,

-=puthorization--Public Law 445, 84th Congress,
2d Session, 1956 (70 Stat. 1U5), April 11,
1456,

--Egstimated completion date--13%1 (project
officlal’s estimate).

--Project completion as of June 30, 1975
--lo percent (project officlal's estimate},

--Regional Office~-5alt Lake City, Utah
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